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TO: Members
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FROM: Bob Lang, Director

SUBJECT: Federal Tax Law Changes Enacted in 2017

State individual income tax and corporate income/franchise tax provisions regarding the
amount of income subject to taxation are generally referenced to definitions under federal law.
With limited exceptions, changes to federal law take effect for state tax purposes only after action
by the Legislature. The Legislature typically reviews the previous year's federal law changes each
year to update state references to the federal Internal Revenue Code (IRC). Under current law, state
tax references generally refer to the code in effect on December 31, 2016.

As noted, references to the federal IRC are primarily used in determining the amount of
income subject to tax. The state generally does not conform to the federal tax rates and brackets,
standard deduction amounts, personal exemption amount, itemized deductions, or tax credits.

On December 22, 2017, President Trump signed the federal Tax Cuts and Jobs Act (the
Act), which makes a number of changes to federal tax law. Some of the most prominent changes in
the Act will not affect Wisconsin income and franchise tax law. These include corporate and
individual income tax rate reductions, an increased standard deduction amount, elimination of
personal exemptions, an increased child credit, and limitations on the federal itemized deductions
for state and local taxes. Many other provisions of the Act are relevant to Wisconsin's state income
and franchise taxes.

A limited number of new provisions in the Act will automatically be adopted for state tax
purposes. These include provisions expanding immediate expensing of business equipment
purchases under section 179 of the IRC, increasing the exemption amounts for the alternative
minimum tax (AMT), repealing statutes regarding technical termination of partnerships, and
modifying the historic rehabilitation credit. In order to adopt other relevant provisions of the Act,
legislation to update references to the federal IRC is necessary.
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The following sections describe each of the relevant provisions in the federal Act, how they
relate to Wisconsin tax law, and the estimated fiscal effect of adopting the provision for state tax
purposes. More detailed descriptions of each provision can be found in the Tax Cuts and Jobs Act,
Conference Report, which is available on-line through the U.S. Government Printing Office.
Copies of the report are available by request through this office.

One other federal tax act, the Disaster Tax Relief and Airport and Airway Extension Act,
was adopted in 2017. The provisions of that legislation are also described at the end of this
memorandum.

The entries below include estimated fiscal effects for 2018-19. These amounts, and estimates
for later years, are shown in the attachment to this memorandum. The 2018-19 amounts include
one-time impacts from anticipated changes to estimated payments. Depending on the date of
enactment of any legislation to conform to the federal provisions, some of the one-time fiscal
impacts could be realized in 2017-18. Also, the fiscal effect of the provisions that will be
automatically updated have been incorporated into the revenue estimates released by this office on
January 17, 2018.

PROVISIONS THAT ARE AUTOMATICALLY ADOPTED
Section 179 Expensing

Under state and federal law, qualified property, generally tangible personal property
purchased in the active conduct of a trade or business, including off the shelf computer software
and qualified real leasehold improvement, restaurant, and retail improvement property, can be
immediately expensed under Section 179. For tax year 2017, the maximum amount of qualified
property that could be expensed was $510,000 per taxable year. The maximum expense limit was
reduced by a dollar-for-dollar amount for qualified property expensed in excess of $2.03 million.
The expensing limit and threshold amounts were indexed for inflation beginning in tax year 2016.
Prior to tax year 2018, for sport utility vehicles (SUVs) expensed under Section 179, the maximum
that could be expensed was $25,000 in any taxable year.

Beginning in tax year 2018, the Act increased the maximum amount a taxpayer may expense
under Section 179 to $1.0 million, and the threshold after which the limit is reduced is increased to
$2.5 million per taxable year. The higher expensing limit, the higher threshold, and the $25,000
limitation for SUVs subject to Section 179 are indexed for inflation under the Act beginning in tax
year 2019. Qualified property subject to Section 179 expensing is expanded to include certain
property used predominately to furnish lodging or in connection with furnishing lodging. Qualified
real property eligible under Section 179 is expanded to include the following improvements to
nonresidential real property placed in service beginning in 2018: (a) roofs; (b) heating, ventilation,
and air-conditioning property; (c) fire protection and alarm systems; and (d) security systems.

The provision applies to property placed in service in taxable years beginning after

December 31, 2017. It is estimated that this provision will reduce state tax revenues, compared to
current law, by $47.6 million in the 2017-19 biennium.
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Alternative Minimum Tax Exemption Amounts

Under the AMT, exemptions based on filing status reduce the amount of income (alternative
minimum taxable income, or AMTI) subject to the tax. The exemptions are subject to phaseout.
The exemption amounts and phaseout thresholds are indexed for inflation. For tax years 2018
through 2025, the Act increases the exemption amounts and the thresholds:

Exemption Phaseout is 25% of AMTI Exceeding:
Filing Status 2017 2018 2017 2018
Married-Joint $84,500 $109,400 $160,900 $1,000,000
Single and
Head of Household 54,300 70,300 120,700 500,000
Married-Separate 42,250 54,700 80,450 500,000

In 2015 Wisconsin Act 55, the Legislature adopted the federal AMT exemption levels for
purposes of the Wisconsin AMT. Therefore, the higher exemption levels will apply in 2018 for
state tax purposes. However, due to the way that treatment was included in the state's individual
income tax statute and the way the federal Tax Cuts and Jobs Act amended the IRC, the state
exemption will not be subject to phaseout for state tax purposes in tax year 2018. The combined
effect of the federal AMT changes is a reduction in state individual income tax collections
estimated at $2,800,000 in 2018-19. These effects relate only to tax year 2018, because 2017
Wisconsin Act 59 repealed the state AMT, effective in tax year 2019.

Supplement to Federal Historic Rehabilitation Tax Credits

Under state law, the supplement to federal historic rehabilitation tax credit may be claimed
for an amount equal to 20% of qualified rehabilitation expenditures for certified historic structures
and for qualified rehabilitated buildings. The state credits act as supplements to similar federal
credits, which can result in a total credit of 40% for certified historic structures (buildings that have
historic significance) and 30% for qualified rehabilitated buildings (constructed prior to 1936). For
certified historic structures, the qualified rehabilitation expenditures must be at least $50,000; and
for pre-1936 buildings, such expenditures must be more than the greater of $50,000 or the
claimant's adjusted basis in the building. Claimants must be certified by the Wisconsin Economic
Development Corporation (WEDC) in order to claim the credits. WEDC has maintained a
moratorium on certifying persons for the credit for pre-1936 buildings for applications received
after June 23, 2014.

The Act repeals the credit for qualified rehabilitation expenditures paid or incurred after
December 31, 2017, for pre-1936 buildings, with a transition rule that applies to certain
expenditures beginning within 180 days of the enactment date. Because the state credit is a
supplement to, and must be claimed at the same time as, the federal credit, the state credit for pre-
1936 buildings is effectively sunset. In addition, state law automatically adopts the provision in the
Act that modifies the timing for claiming the state credit for certified historic structures. As a
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result, the state credit must be claimed ratably over a five-year period beginning in the taxable year
in which the building is placed in service, with a transition rule that applies to projects contracted
and completed prior to tax year 2021.

The provisions of the Act are effective for amounts paid or incurred after December 31,
2017. It is estimated that these provisions will increase state tax revenues by $100,000 in 2018-19.

Technical Termination of Partnerships

Under state and federal law, prior to tax year 2018, a partnership was considered terminated
if within any 12-month period: (a) no part of any business, financial operation, or venture of the
partnership continues to be carried on by any of its partners in a partnership (referred to as an
actual termination); or (b) a sale or exchange of 50% or more of the total interest in partnership
capital and profits (referred to as a technical termination) occurs. Under a technical termination, the
partnership's tax year closes, resulting in a short taxable year, and the partnership may restart its
depreciation recovery period. The Act repeals the provision allowing a technical termination of a
partnership described under "b," beginning in tax year 2018, and a partnership can no longer restart
its depreciation recovery year solely based on a technical termination. It is estimated that this
provision will increase state tax revenues by $1.4 million in 2018-19.

PROVISIONS AFFECTING INDIVIDUALS AND FAMILIES THAT REQUIRE
LEGISLATIVE ACTION

Alternative Inflation Adjustment

Certain features of the IRC are indexed for inflation based on the Consumer Price Index for
Urban Consumers (CPI-U). The Act changes the index from this measure to its "chained" version
(C-CPI-U), which recognizes that consumers substitute one good for another in response to price
changes. This provision takes effect for tax year 2018 and is not sunset. Federal tax features subject
to indexing with a Wisconsin tax effect include the income thresholds for the earned income tax
credit, the teacher classroom expense deduction, transportation fringe benefits, exemption levels
for the alternative minimum tax (AMT), and the student loan interest deduction phaseout. In areas
where Wisconsin has federalized tax treatments, adopting this provision would ensure that the
federal and Wisconsin treatments would be identical. The Congressional Budget Office reports
"annual inflation as measured by the chained CPI-U will be about 0.25 percentage points lower, on
average, than annual inflation as measured by the traditional CPI." Therefore, little or no fiscal
effect in the 2017-19 biennium is estimated. However, over time, use of the C-CPI-U would
increase state individual income tax collections. Adopting this provision would not affect
Wisconsin's income tax brackets and sliding scale standard deduction because those items are
indexed under separate provisions authorized under state law.

Itemized Deductions

For federal income tax purposes, individuals may claim a standard deduction or they may
itemize their deductions. The Act increases the standard deduction and makes a number of changes
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to the amounts that may be itemized. These changes include:

- repealing the overall limitation on itemized deductions for higher income filers;

- limiting the deduction for interest on home mortgages to the interest on the first $750,000
of principal (previously $1 million) for indebtedness acquired after December 15, 2017. After
December 31, 2025, this applies to debt regardless of when the debt is incurred;

- suspending the deduction for interest on home equity loans;

- limiting the deduction for state and local taxes to $10,000 in aggregate of property taxes
and income taxes;

- limiting the deduction for personal casualty and theft losses to losses attributable to a
presidentially-declared disaster;

- clarifying that the limitation on wagering losses applies both to actual losses and to other
gambling related expenses incurred by the individual,

- modifying the deduction for charitable contributions by: (a) increasing the percentage limit
for contributions made in cash (as opposed to property); (b) denying the deduction for payments
made in exchange for college athletic event seating rights; and (c) repealing the exception related
to donee acknowledgement of contributions;

- suspending the miscellaneous deductions subject to the 2% floor (that is, the deductions in
aggregate must exceed 2% of the taxpayer's AGI), such as for unreimbursed employee expenses,
tax preparation fees, and other expenses; and

- lowering the threshold for deducting unreimbursed medical expenses from 10% to 7.5% of
AGI for tax years 2017 and 2018 (prior to 2017, the threshold for taxpayers 65 years of age or
older was 7.5%).

Except as noted, the provisions generally first apply in tax year 2018, and most of the
provisions are temporary and sunset after tax year 2025. However, the modifications to the
deductions for charitable contributions, relating to college athletic event seating rights and the
donee acknowledgement of contributions, and medical expenses are permanent.

Federal itemized deductions affect state tax collections in several ways. First, some of the
deductions are add-backs for calculating the federal AMT, and Wisconsin's AMT is based on the
federal AMT. However, 2017 Act 59 eliminates the state AMT beginning in tax year 2019, so
adopting the federal itemized deduction treatment would only affect the Wisconsin AMT in tax
year 2018.

A second effect of federal itemized deductions relates to the state's itemized deduction tax
credit, which is based on the federal deductions for charitable contributions, medical and dental
expenses, interest expenses for a principal residence or a second home in Wisconsin, interest
expenses for property sold on a land contract, other interest expenses, except personal interest, and
casualty losses directly related to a presidentially declared disaster. If these deductions exceed the
amount of the taxpayer's state sliding scale standard deduction, the taxpayer may claim a
nonrefundable credit equal to 5% of the excess. Among the Act's changes, repealing the overall
limitation on deductions would increase the cost of the state credit, and the other provisions would
either reduce the cost of the credit or have no effect. Adopting all of the federal itemized deduction
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changes would increase the state itemized deduction credit and decrease state individual income
tax collections by an estimated $10.9 million in 2018-19.

The third effect of the provisions is limited to the changes regarding charitable contributions
for athletic event seating rights. Adopting that provision would increase individual and corporate
income and franchise tax collections by an estimated $1.4 million in 2018-109.

Bicycle Commuting

Qualified bicycle commuting employer reimbursements of up to $20 per month may be
excluded from the employee's income for tax purposes. The Act temporarily suspends the
exclusion for tax years 2018 through 2025. Adopting this provision would increase state individual
income tax collections by a minimal amount in 2018-19.

Moving Expense Reimbursement Exclusion

Employer reimbursement of employee moving expenses are excluded from the employee's
gross income and not subject to tax, except employees may not claim both this exclusion and the
moving expense deduction. The Act temporarily suspends the exclusion for tax years 2018 through
2025. Adopting this treatment would increase state individual income tax collections by an
estimated $6.4 million in 2018-19.

Moving Expense Deduction

In calculating federal AGI, taxpayers may deduct their moving expenses if the move is
work-related and the new workplace is at least 50 miles farther from the taxpayer's old residence
than the distance between the taxpayer's old residence and old workplace. Special provisions apply
to Armed Services members on active duty. The Act suspends the deduction for tax years 2018
through 2025, but does not change the treatment for active duty Armed Services members.
Wisconsin follows the federal treatment, except does not allow the deduction for moves out of
state. Adopting the federal treatment to temporarily suspend the deduction for moving expenses
would increase state tax collections by an estimated $8.9 million in 2018-19.

Recharacterization of Individual Retirement Accounts

Federal law allows contributions to individual retirement accounts (IRAs) to be
recharacterized, so long as the recharacterization occurs before the extended due date for the
individual's tax return for that year. Under this procedure, a contribution to a traditional IRA can be
recharacterized as a contribution to a Roth IRA, and vice versa. The Act prohibits
recharacterization to be used to unwind a conversion of a traditional IRA to a Roth IRA. This
provision would take effect in tax year 2018. Wisconsin generally follows federal law for the
treatment of IRAs. Adopting this provision would increase state individual income tax collections
by a minimal amount.
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Retirement Plan Loan Offsets

Retirement plans may provide loans to employees. If the loan is not repaid, the unpaid
balance becomes a "deemed distribution” and taxed like an actual distribution. In addition, a 10%
early distribution tax is imposed if the employee is under age 59 Y. In such cases, the unpaid
balance may not be rolled over into another retirement plan. In instances where an employee
terminates employment, the loan repayment schedule may be accelerated, and nonpayment results
in the loan being canceled. The employee's retirement account balance is reduced by the cancelled
loan amount, known as a loan offset. That amount is considered an actual distribution subject to
regular tax, but not the early distribution tax imposed on deemed distributions. However within 60
days, loan offsets may be rolled over into other retirement plans on a tax-free basis. Beginning in
tax year 2018, the Act extends the rollover period from 60 days after the date of the offset to the
due date for the employee's tax return, including extensions, for the tax year that the distribution
would otherwise be subject to tax. Adopting this provision would decrease state individual income
tax collections by a minimal amount. Individuals who incur federal penalties related to retirement
plans are subject to a state penalty equal to 33% of the federal penalty.

Length of Service Awards for Public Safety Volunteers

Deferred compensation plan provisions under the IRC allow state and local governments and
private, tax-exempt employers to establish plans that make deferred payments based on length of
service for volunteers performing firefighting and fire prevention services, medical services, and
ambulance services. Payments into plans are made on a tax-deferred basis on behalf of volunteers,
and volunteers may not make withdrawals until they fulfill vesting and minimum age
requirements. Plans may be established to provide distributions as annuities based on contributions
and earnings or as defined benefit plans. Under prior law, the aggregate amount of length of
service award accruing to a volunteer for any length of service could not exceed $3,000, but the
Act increases that limit to $6,000, with future adjustments for inflation. For defined benefit plans,
the $6,000 limit is based on the actuarial present value of combined awards accruing to a volunteer
with respect to any year for the individual's service. Adopting this provision would have a
negligible effect on individual income tax collections.

College Savings (529) Accounts

Distributions from college savings accounts are made on a tax-free basis provided the
distribution is used for the payment of qualified higher education expenses at an eligible
educational institution, defined as an accredited post-secondary educational institution. The Act
allows distributions, limited to no more than $10,000 per beneficiary, from accounts to be used for
expenses at public, private, or religious elementary and secondary schools and for certain
homeschool expenses. This provision is not sunset. Federalizing the treatment of these distributions
would reduce state individual income tax collections by a minimal amount in 2018-19. However,
the effect is expected to become measurable after five or more years, as taxpayers establish
accounts specifically for this purpose. Some of this effect is attributable to the deduction for
contributions to 529 accounts, which is allowed under the Wisconsin individual income tax but not
under the federal income tax. If the federal provision is adopted for state tax purposes, the
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Legislature might consider modifying the existing deduction for private elementary and secondary
school tuition to prohibit taxpayers from claiming that deduction if tuition is paid from a 529
account. In addition, modifications to Chapter 224 of the Wisconsin Statutes, concerning
administration of the state's college savings program, may also be required.

Rollovers to ABLE Accounts

Federal law allows tax-favored savings accounts for disabled individuals (ABLE accounts)
to be established under programs that operate similarly to college savings programs. The Act
allows amounts in 529 accounts to be rolled over into ABLE accounts, provided that the ABLE
account is owned by the beneficiary of the 529 account or a member of the beneficiary's family.
This provision is sunset on January 1, 2026. Adopting this provision would first affect distributions
made after December 22, 2017 in tax year 2017 and would reduce individual income tax
collections by a minimal amount.

ABLE Account Contribution Limits

Under federal law, the gift tax exclusion allows donees to receive up to $15,000 annually on
a tax free basis, including as contributions to ABLE accounts. This amount is for tax year 2018 and
is indexed for inflation. Under the Act, beneficiaries of ABLE accounts may make additional
contributions to accounts equal to the lesser of (a) the federal poverty level for a one-person
household; or (b) the individual's compensation included in gross income for the tax year. In
addition, the Act allows beneficiaries to claim the federal saver's credit based on contributions to
the beneficiary's account. These provisions were enacted on a temporary basis and will apply for
tax years beginning after December 22, 2017, through 2025. Adopting the change regarding the
contribution limit would reduce state individual income tax collections by a minimal amount.

Military Service in the Sinai Peninsula

The IRC extends certain tax benefits to members of the Armed Forces serving in a combat
zone. The Act extends those benefits to members serving in the Sinai Peninsula of Egypt. The
provision is retroactive to June 9, 2015, with the exception of the definition of wages relating to
combat pay which takes effect after December 22, 2017, and remains in effect through tax year
2025. Adopting this provision would reduce state individual income tax collections by minimal
amount.

Discharge of Certain Student Loan Indebtedness

Under federal law, the forgiveness of student loans is not considered income and subject to
tax, provided the student works for a specified time period in certain professions for certain
employers. The Act extends this exclusion to student loan discharges resulting from the student's
death or permanent and total disability. The exclusion first applies in tax year 2018 and is sunset in
tax year 2026. Adopting this provision would reduce individual income tax collections by a
minimal amount.
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Presidentially-Declared 2016 Disaster Areas

The IRC limits early withdrawals from eligible retirement plans, subjecting non-qualifying
withdrawals to a 10% early withdrawal tax, and establishes procedures for the rollover of
withdrawals into other eligible retirement plans. Plan distributions before an employee's
termination of employment may be permitted in cases of financial hardship and unforeseen
emergency. Subject to limitations, casualty losses may be deducted from income. When a
distribution relates to a 2016 presidentially-declared disaster area, the Act exempts distributions
from the 10% early withdrawal tax, allows distributions to be ratably included in the taxpayer's
income over the three succeeding years, and permits repayment of the distributions within three
years with no tax consequences. To qualify for these treatments, any distribution from a plan must
be made on or after January 1, 2016, and before January 1, 2018. Also under the Act, personal
casualty losses exceeding $500 that arise from a 2016 presidentially declared disaster need not
exceed 10% of the taxpayer's AGI to be deducted. In July, 2016, severe storms and flooding
occurred in eight northern Wisconsin counties and resulted in a Presidential disaster declaration on
August 9, 2016. A second declaration on October 20, 2016, was in response to storms, flooding,
and mudslides on September 21 and 22 in ten western Wisconsin counties. Adopting this provision
would reduce state individual income tax collections by an estimated $2.8 million in 2018-19.

Alimony

In calculating federal AGI, federal law requires a spouse receiving alimony to include the
payments as income subject to tax and allows the spouse paying the alimony to deduct the
payments. Under the Act, spouses receiving alimony will not be required to include the payments
as income, and spouses making payments will not be allowed to deduct the payments from income,
provided the couple's divorce or separation instrument is executed after December 31, 2018, or
specifically modified after that date to reflect this treatment. Adopting these provisions would have
nearly offsetting effects, although a minimal change in state tax collections could occur.

Treatment of Qualified Equity Grants

The transfer of stock from an employer to an employee becomes recognizable as income
when the right to the stock is transferable or the stock is not subject to a substantial risk of
forfeiture. The Act allows qualified employees to defer the inclusion in income of the amount of
income attributable to qualified stock transferred to the employee by the employer. In addition, the
Act requires the employer to defer recognizing the deduction until the employee recognizes the
income. Further, the Act limits the employees who can be qualified employees and the stock that
can be qualified stock. Adopting this provision would affect both individual and corporate income
tax collections, reducing combined collections by an estimated $1.6 million in 2018-19.

Gains on Opportunity Zone Investments
Under the federal new market tax credit, taxpayers may claim a credit on certain investments

over seven years. In aggregate, the credit equals 39% of the investment in a community
development entity (CDE), where the CDE invests in a low-income community business located in
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a low-income community. The credit expires on December 31, 2019, but carryover provisions
extend through 2024. The Act provides two tax incentives relating to the treatment of capital gains
from certain investments that qualify for the credit. First, gains that are reinvested in qualifying
opportunity funds may be temporarily deferred, subject to certain limitations, with subsequent
adjustments (increases) made to the basis of the investment depending on the length of holding in
the opportunity fund. The Act allows states to designate certain low-income census tracts as
opportunity zones, and authorizes qualified opportunity funds, organized as certain business
entities, to invest in investment zone property including opportunity zone stock, partnership
interests, and business property. Second, the Act provides an exclusion from income for certain
gains on investments in opportunity zone funds. If a taxpayer holds an investment in a fund for
more than ten years, the taxpayer's basis for the investment is its fair market value when sold or
exchanged. Adopting this provision would reduce state individual income tax collections by an
estimated $10.0 million in 2018-19.

PROVISIONS AFFECTING BUSINESSES THAT REQUIRE LEGISLATIVE ACTION
Deduction for Pass-Through Business Income

Pass-through income is business income that flows through the business (is not taxed) to its
owners where it is subject to tax under the individual income tax. Pass-through businesses include
sole proprietorships, general partnerships, limited partnerships, and S corporations and are
distinguished from ordinary corporations, or C-corporations, which are subject to the corporate
income tax. Limited liability companies (LLCs) are not recognized under the IRC but can elect to
be taxed as sole proprietorships or partnerships (pass-through entities) or as a corporation (C or S-
corporation). For tax years 2018 through 2025, the Act allows a deduction from taxable income
equal to 20% of pass-through income. For individuals engaged in certain "service businesses," the
deduction is subject to phaseout and limitation. The phaseout occurs for taxpayers with taxable
income between $157,500 and $207,500, or between $315,000 and $415,000 if married filing
jointly. The limitation equals the greater of 50% of the business' wages or the sum of 25% of the
business' wages and 2.5% of the unadjusted basis of the business' property. Under the Act, the
deduction is claimed after the calculation of taxable income (federal adjusted gross income minus
either the standard deduction or itemized deductions). Because federal adjusted gross income
(AGI) is the starting point for calculating Wisconsin AGl, this provision would not affect state tax
collections, unless it is adopted with modifications. It should also be noted that Wisconsin's
agriculture and manufacturing credit already eliminates most of the state income tax imposed on
pass-through income generated from Wisconsin-based manufacturing and agricultural businesses.
If Wisconsin converted the provision to a subtraction from federal AGlI, state individual income tax
collections would decrease by an estimated $242.5 million in 2018-19.

Loss Limitation for Pass-Through Taxpayers
Under the individual income tax, taxpayers may deduct business losses from their regular
income, subject to certain limitations. For example, passive losses and excess farm losses cannot

be deducted in the year incurred, but can be carried forward. For tax years 2018 through 2025, the
Act limits the amount of business losses by not allowing excess business losses to be deducted.
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The Act defines excess business loss as the taxpayer's aggregate deductions for business purposes
that exceed the sum of the taxpayer's gross income or gain plus $500,000 for married, joint filers or
$250,000 for other types of filers. Excess business losses may be carried forward and claimed
under net operating loss provisions, as amended by the Act. Also for tax years 2018 through 2025,
the limitation relating to excess farm losses does not apply. Excess farm losses comprise losses
occurring in the same year that certain farm subsidies are received, provided the farm is not a C
corporation. For purposes of calculating adjusted gross income, the excess business loss limitation
created by the Act applies after passive loss rules. Adopting this provision would increase state
individual income tax collections by an estimated $83.3 million in 2018-19.

Bonus Depreciation

General Depreciation. In general, a taxpayer must capitalize the cost of property used in a
trade or business held for the production of income and recover such cost over time through annual
deductions for depreciation and amortization. Tangible personal property is generally depreciated
under the modified accelerated cost recovery system (MACRS), which allows for property to be
depreciated as 3-, 5-, 7-, 10-, 15-, 20-, or 25-year property, depending on the class of property and
its expected useful life. Such property can be depreciated using the general depreciation system,
which generally allows the straight-line method or the declining balance method of depreciation.
Certain types or property, such as residential rental property located outside the U.S. and certain
farm property that does not use uniform capitalization (UNICAP) rules, is depreciated under the
alternative depreciation system (ADS). Under ADS, property is generally depreciated using the
straight line method over recovery periods specific to the class of the property. In general,
UNICAP rules require direct and indirect costs incurred during the production of real or tangible
personal property to be capitalized into the basis of the property and depreciated over the property's
useful life.

Bonus Depreciation. As opposed to the general depreciation schedule described above, a
first-year bonus 50% depreciation deduction is allowed under federal law for qualified property
placed into service prior to December 31, 2017. In general, original use of qualified property must
commence with the taxpayer, and qualified property includes: (a) property to which MACRS
applies with an applicable recover period of 20 years or less; (b) water utility property; (c) certain
computer software; or (d) qualified improvement property. The bonus depreciation was scheduled
to phase down to 40% in 2018, 30% in 2019, and be eliminated in 2020. Since the early 2000s, the
federal government has enacted a number of first-year depreciation bonuses for qualified property
on a temporary basis. Due to the potential impact on state revenues, the Legislature has not adopted
the temporary bonus depreciation provisions.

The Act increases first-year bonus depreciation from 50% to 100% for qualified property
through 2022, with a scheduled phasedown to 80% in 2023, 60% in 2024, 40% in 2025, 20% in
2026, and repeal thereafter. The Act expands bonus depreciation to include qualified film,
television, and live theatrical productions, and to the purchase of used qualified property purchased
at an arms-length transaction (rather than only new qualified property).

Page 11



These provisions generally apply to property acquired after September 27, 2017. It is
estimated that state adoption of this provision would reduce state tax revenues by $241.1 million in
2018-19. Because bonus depreciation allows the taxpayer to claim the deduction in the current year
rather than over a number of years, and because of the aforementioned scheduled phasedown of the
federal bonus depreciation, it is estimated that state adoption of these provisions would result in
increased tax revenues beginning in 2023-24.

Depreciation Limits on Luxury Automobiles and Personal Use Property

For certain passenger automobiles placed in service in 2017, the maximum depreciation
deduction is $3,160 in year 1, $5,100 in year 2, $3,050 in year 3, and $1,875 in year 4 and later
years (this provision is commonly referred to as the "luxury automobile depreciation limitation").
Certain passenger automobiles are eligible for an additional first-year depreciation of $8,000. The
annual limits are indexed to inflation and apply to luxury automobiles expensed under Section 179.
The Act increases the annual limits to $10,000 in year 1, $16,000 in year 2, $9,600 in year 3, and
$5,760 in year 4 and annually thereafter. The Act also eliminates certain reporting requirements for
businesses that expense computer or peripheral equipment under Section 179. These provisions are
effective for property placed in service after December 31, 2017, in taxable years ending after that
date. Although Wisconsin does not automatically adopt these federal changes, the fiscal impact on
state tax revenues was accounted for under the estimated fiscal effect of automatically adopting the
Section 179 expensing provisions.

Depreciation of Certain Farm Property

Depreciable assets used in a farming business, such as machinery and equipment, grain bins,
and fences, generally have a depreciation period of seven years under state and federal law if
placed in service in 2017. Under the Act, the recovery period for such machinery and equipment is
shortened to five years for property placed in service after December 31, 2017.

Prior to the Act, any property used in the business of farming was generally required to be
depreciated using the 150% declining balance method. Under the Act, property used in the
business of farming with a recovery period of 3-, 5-, 7-, or 10-years may be depreciated using
either the 150% declining balance method or the 200% declining balance method.

The provision is effective for property placed in service after December 31, 2017, for taxable
years ending after such date. It is estimated that state adoption of this provision would result in a
small reduction in tax revenues over the 2017-19 biennium, but would measurably increase
revenues from 2020-21 to 2024-25.

Applicable Recovery Period for Real Property
Real property is generally subject to a recovery period of 39 years for nonresidential real
property and 27.5 years for residential rental property under MACRS. However, separate

provisions govern the depreciation period for qualified leasehold improvement, qualified
restaurant, and qualified retail improvement property, which can be depreciated as qualified
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improvement property over a 15-year period. Under ADS, property is generally depreciated using
the straight line method over recovery periods equal to the class of the property.

The Act shortens the ADS recovery period for residential rental property from 40 years to 30
years. Qualified improvement property is consolidated into one category (rather than three) with a
15-year recovery period. This provision takes effect for property placed in service after December
31, 2017. It is estimated that state adoption of this provision would decrease tax revenues by
$700,000 in 2018-19.

Amortization of Research Expenses

Most business expenses associated with the development or creation of an asset that has a
useful life beyond the current year must be capitalized and depreciated over the useful life of the
asset. However, researchers can elect to immediately deduct reasonable research or
experimentation expenditures associated with the development or creation of a business asset.
Researchers also may elect to amortize such expenditures over a five-year or 10 year period, rather
than capitalize such expenditures under UNICAP rules.

The Act requires research and experimental expenditures to be capitalized and amortized
ratably over a five-year period. Expenditures attributable to research conducted outside of the
United States must be capitalized and amortized ratably over a period of 15 years. The election to
immediately expense such costs was repealed. The Act also expands the definition of research or
experimental expenditures to include expenditures for software development, as well as
depreciation and depletion allowances for property other than land that is depreciated or depleted
in connection with research or experimentation. This provision takes effect in taxable years
beginning after December 31, 2021. Because of the delayed effective date, state adoption of this
provision would not affect state tax revenues in the 2017-19 biennium. However, adoption of this
provision would result in a significant increase in state tax revenues beginning in 2021-22.

Expensing Related to Citrus Plants Lost by Reason of a Casualty

The Act allows certain taxpayers to immediately expense preproduction costs, rather than
capitalize and depreciate such costs under UNICAP rules, for replanting citrus plants lost or
damaged due to casualty. This provision applies to costs paid or incurred after the date of
enactment. It is estimated that state adoption of this provision would reduce tax revenues by a
minimal amount.

Capitalization of Insurance Company Policy Acquisition Expenses

Prior to 2018, insurance companies were generally required to capitalize and amortize
specified policy acquisition expenses over the 120-month period beginning on the first month in
the second half of the taxable year in which the expenses were incurred. Prior to 2018, specified
policy acquisition expenses that are determined as the portion of the insurance company's general
deductions were limited to the following percentages of net premiums for the tax year: (a) 1.75%
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for annuity contracts; (b) 2.05% for life insurance contracts; and (c) 7.7% for all other specified
insurance contracts.

The Act increases the general amortization period for deducting policy acquisition expenses
from 120 months to 180 months. In addition, the percentage limits on such expenses are increased
to: (a) 2.09% for annuity contracts; (b) 2.45% for group life insurance contracts; and (c) 9.20% for
all other contacts. These provisions first apply to taxable years beginning after December 31, 2017.
It is estimated that state adoption of these provisions would increase tax revenues by $1.5 million
in 2018-19.

Simplified Accounting for Small Businesses

Cash and Accrual Method. Most taxpayers use either the cash method of accounting
(recognize items of income when received and expenses when paid) or the accrual method of
accounting (expenses and income recognized when earned, typically used for financial accounting
purposes). The Act requires C corporations (including farming businesses), partnerships with a C
corporation partner, and tax-exempt trusts or corporations with unrelated business income to use
the accrual method if their gross receipts over the previous three years average at least $25 million.
Under prior law, the gross receipts threshold was $5 million and was based on average gross
receipts over all prior tax years. The Act also repeals exemptions from the requirement to use
accrual accounting for farming businesses operating a nursery or sod farm or that harvest trees.

Accounting for Inventories. In general, taxpayers must account for inventories and maintain
inventory records to account for the inventory and the cost of goods sold if the production,
purchase, or sale of merchandise is an income-producing factor to the taxpayer. In determining
inventory, the accrual method generally must be used with regard to purchases and sales. Prior to
2018, exemptions from this rule existed for taxpayers whose average annual gross receipts did not
exceed $1 million and for taxpayers in certain industries whose average annual gross receipts did
not exceed $10 million. Exempt taxpayers may account for inventory as materials and supplies that
are not incidental. For nonexempt taxpayers, the taxpayer must maintain inventory records to
determine cost of goods sold. The Act increases the exemption limit under this provision to $25
million for all taxpayers. Exempt taxpayers may treat inventories as non-incidental materials and
supplies or conform to their financial accounting treatment of inventory.

Uniform Capitalization. UNICAP rules require certain direct and indirect costs allocable to
property produced by the taxpayer to be included either in inventory or capitalized into the basis of
the property. However, certain exemptions apply to this rule, including for taxpayers who acquire
property for resale and have $10 million or less of average annual gross receipts. The Act increases
the exemption limit to $25 million, beginning in 2018.

Long-Term Contracts. For long-term contracts, taxable income is determined under the
percentage-of-completion method. Gross income for a taxable year is equal to the product of: (a)
the gross contract price; and (b) the percentage of the contract completed during the taxable year.
Costs incurred under a long-term contract are deductible in the year incurred, subject to the general
accrual method of accounting. Contracts exempt for the construction or improvement of real
property were exempt from this requirement if the contract: (1) is expected to be completed within
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two years of commencement of the contract; and (2) is performed by a taxpayer whose average
annual gross receipts for the prior three years do not exceed $10 million. Contracts exempt from
the percentage-of-completion accounting method may use the completed contract method, the
exempt-contract percentage-of-completion method, or any other permissible method. The Act
increases the threshold under 2" to $25 million, beginning in 2018.

Fiscal Effect and Effective Date. These provisions expand the universe of taxpayers eligible
to use the cash method of accounting. The $25 million thresholds described above are indexed for
inflation, beginning in tax year 2019. The provisions take effect for taxable years beginning after
December 31, 2017. The provision regarding long-term construction contracts applies to contracts
entered into after December 31, 2017, in taxable years ending after such date. It is estimated that
state adoption of these provisions would reduce state tax revenues by $53.4 million in 2018-19.

Accounting Rules for Accrual Method Taxpayers

Gross income is generally taxable in the tax year in which the money, property, or service is
received, with exceptions to permit deferral of gross income related to advance payments. The Act
requires an accrual method taxpayer to recognize income no later than the taxable year in which
such income is taken into account as revenue in an applicable financial statement, with an
exception for taxpayers without an applicable or other specified financial statement. The Act
codifies the current deferral method of accounting for advance payments for goods, services, and
other specified items to allow accrual method taxpayers to elect to defer the inclusion of income
associated with advance receipt if such income is also deferred for financial statement purposes.
The Act also repeals special rules that apply to the accrual of interest for original issue discount
debt instruments (other than mortgage servicing contracts) that have an applicable financial
statement, and the change in accounting for such debt instruments must be taken into account
ratable over six taxable years. This provision generally applies to taxable years beginning after
December 31, 2017. It is estimated that state adoption of this provision would increase tax
revenues by $9.8 million in 2018-19.

Conversion of S Corporation to C Corporation

Under state and federal law, a C corporation generally must use the accrual method of
accounting, but S corporations may be eligible to use cash accounting. Certain procedures must be
followed when a taxpayer changes its method of accounting, and adjustments are generally taken
ratably during the four taxable years beginning with the year of the accounting change. If an S
corporation elects to convert to a C corporation, distributions of cash by the C corporation with
respect to its stock during the one-year period following the election are treated as tax-free
distributions to the shareholders, but the basis of the stock is reduced to reflect the amount
distributed.

The Act provides special provisions for an eligible terminated S corporation that converts to
a C corporation if the corporation: (a) is an S corporation on the day prior to enactment of the Act;
(b) converts within two years of enactment of the Act; and (c) has the same owners on the date that
the S corporation election is revoked that retain the same ownership interest as on the date of such
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conversion. For eligible S corporations, the adjustment for the method of accounting (such as
converting from cash accounting to the accrual method) is taken into account ratably over a six-
year period, rather than a four-year period. For distributions of money by an eligible terminated S
corporation within one year of the conversion, certain adjustments must be made to the
corporation's accumulated adjustment account and its earnings and profits. This provision took
effect upon enactment of the Act and applies to distributions made after the effective date of the
Act. It is estimated that state adoption of this provision would reduce tax revenues $3.1 million in
2018-19.

Limit Interest Deduction to 30% of Adjusted Taxable Income (ATI)

Under state and federal law, interest paid or accrued by a business was generally deductible
from taxable income prior to tax year 2018, with certain limitations. However, deductible interest
on indebtedness allocable to property held for investment was generally limited to net investment
income for the taxable year, provided interest exceeded 2% of AGI. Investment interest that could
not be deducted could be carried forward to the following year. A deduction could be disallowed
for disqualified interest paid involving related parties or to a taxable real estate investment trust
subsidiary if the payor's debt-to-equity ratio exceeded 1.5 to 1.0 and the payor's net interest
expense exceeded 50% of AGI.

In general, the deduction for business interest is limited under the Act to the sum of: (a)
business interest income; (b) 30% of the taxpayer's ATI; and (c) floor plan financing interest of the
taxpayer for the taxable year. Business interest income means any interest paid or accrued on
indebtedness allocable to a trade or business, but does not include investment interest or
investment income. ATl means taxable income of the taxpayer computed without regard to any:
(1) item of income, gain, deduction, or loss not properly allocable to the trade or business; (2)
business interest or interest income; (3) net operating loss deduction; and (4) the 20% deduction for
certain pass-through income. Wages are not included in ATI. For tax years 2018 through 2021,
ATI is computed without regard to deductions allowable for depreciation, amortization, or
depletion. Floor plan financing interest includes any interest on indebtedness used to finance any
self-propelled vehicles (such as on the floor of a car dealership) and is not subject to the deduction
limitation, but not on indebtedness used to finance construction machinery and equipment.

Any deduction disallowed as a result of the limit for business interest may be carried
forward indefinitely for use in future years. The deduction limit for partnerships and S corporations
is computed at the entity level, and special rules apply, generally to prevent double counting of the
deduction limit at the entity-level and at the partner or shareholder level. The following entities are
exempt from the deduction limit: (a) taxpayers with average gross receipts of less than $25 million
over the prior three taxable years; (b) certain regulated public utilities; (c) most businesses engaged
in real property development, construction, rental, leasing, or brokerage activities; and (d) farming
businesses, as well as certain agricultural or horticultural cooperatives. A farming business that
claims this exemption must use straight line depreciation for property that has a recovery period of
ten years or more.
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This provision first applies for taxable years beginning after December 31, 2017. It is
estimated that state adoption of this provision would increase tax revenues by $78.2 million in
2018-19.

Repeal Like-Kind Exchanges for Tangible Personal Property

The Act repeals the provision allowing the nonrecognition of gains in a like-kind exchange
if the property exchanged is of the same class and is one of the following classes of property: (a)
depreciable tangible personal property; or (b) intangible or nondepreciable personal property.
However, the nonrecognition of gains is retained for the like-kind exchange of real property. This
provision applies to exchanges completed after December 31, 2017. It is estimated that state
adoption of this provision would increase tax revenues by $4.2 million in 2018-19.

Limitation on Deduction for Employers of Fringe Benefit Expenses

Meals and Entertainment Expenses. Deductions are not allowed for expenses related to
activities that are considered entertainment, amusement, or recreation, or expenses for a facility
(like aircraft) used for such purpose. However, prior to 2018, taxpayers could deduct certain
expenses equal to: (a) 50% of entertainment expenses that are directly related to a taxpayer's active
trade or business; and (b) 50% of food and beverages provided to employees. The Act repeals the
deduction allowed under "a."

Under state and federal de minimis fringe benefit provisions, food and beverages provided to
employees through an eating facility operated by the employer that is located on or near the
employer's business premises and that meets certain requirements could be deducted by the
employer. The Act limits the deduction to food and beverages provided for the convenience of the
employer and reduces the deductible amount to 50% for amounts incurred and paid after December
31, 2017. However, for amounts paid or incurred after December 31, 2025, such expenses cannot
be deducted.

Under the Act, these provisions generally apply to amounts paid or incurred after December
31, 2017. It is estimated that state adoption of these provisions would increase tax revenues by
$11.7 million in 2018-19.

Qualified Transportation Fringe Benefits. The Act eliminates the deduction for qualified
transportation fringe benefits provided by an employer to its employees (including qualified
parking, transit passes, vanpool benefits, and qualified bicycle commuting reimbursements) unless
the fringe benefits are necessary to ensure the safety of the employee. However, the Act eliminates
the deduction for qualified bicycle commuting reimbursements regardless of whether the fringe
benefits are necessary to ensure the safety of the employee. As under prior law, the expenses must
be for commuting between the employee’s residence and place of employment. This provision also
applies to tax-exempt organizations subject to the unrelated business income tax.

This provision applies to amounts paid or incurred after December 31, 2017. It is estimated
that state adoption of this provision would increase tax revenues by $8.7 million in 2018-19.
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Property Provided as an Employee Achievement Award. An employer is allowed a limited
deduction for the cost of an employee achievement award. Awards deducted by the employer are
excludible from the employee's gross income and are not subject to payroll taxes. An employee
achievement award is defined as an item of tangible personal property given to an employee in
recognition of either length of service or safety achievement that is presented as part of a
meaningful presentation. The Act clarifies that an employee achievement award does not include
cash, cash equivalents, gift cards, gift coupons or gift certificates, or vacations, meals, lodging,
tickets to theater or sporting events, stocks, bonds, other securities, and other similar items. This
provision applies to amounts paid or incurred after December 31, 2017. State adoption of this
provision is estimated to increase tax revenues by a minimal amount.

Eliminate Deduction for Member of Congress Living Expenses

State and federal law generally allow a deduction for ordinary and necessary expenses paid
or incurred in connection with the trade or business conducted by the taxpayer. Federal law allows
a deduction for traveling expenses (such as food or lodging) paid or incurred in pursuit of a trade or
business while away from home in carrying on that trade or business. Prior to the Act, the
deduction for members of Congress was limited to no more than $3,000 per taxable year for such
expenses incurred traveling outside the state, district, or possession that the member of Congress
represents. For taxable years beginning on December 22, 2017, the Act prohibits a member of
Congress from deducting such expenses as an ordinary and necessary expense. State adoption of
this provision is estimated to increase in state revenues by a minimal amount.

Repeal Rollover of Publicly Traded Securities Gain into Certain Companies

Subject to certain limitations, a corporation or individual can elect to roll over, tax-free, any
capital gain realized on the sale of publicly-traded securities, provided the taxpayer invests the
proceeds from the sale in common stock or a partnership interest in a specialized small business
investment company within 60 days. This provision is repealed for sales occurring after December
31, 2017. It is estimated that state adoption of this provision would increase tax revenues by $1.0
million in 2018-19.

Treatment of Self-Created Property

The Act specifies that a patent, invention, model, or design, or a secret formula or process
which is held either by the taxpayer who created the property or a taxpayer with a substituted or
transferred basis from the creator is excluded from the definition of capital assets. As a result, the
gain or loss from the sale or exchange of such property is treated as ordinary income, rather than a
capital gain. This provision applies to dispositions of such assets after December 31, 2017. It is
estimated that state adoption of this provision would increase state revenues by $300,000 in 2018-
19.
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Deduction for Federal Deposit of Insurance Corporation (FDIC) Premiums

Under the Act, beginning in tax year 2018, FDIC premiums are no longer deductible if paid
or incurred by a taxpayer with total consolidated assets of $50 billion or more. Taxpayers may
deduct 100% of FDIC premiums if such assets are less than $10 billion. For taxpayers with such
assets of between $10 billion and $50 billion, the applicable percentage of the deduction is prorated
over that range (for example, if the taxpayer has $20 billion of such assets, 25% of FDIC premiums
are taxable). It is estimated that state adoption of this provision would increase tax revenues by
$6.2 million in 2018-19.

Repeal Exclusion for Interest on Advance Refunding Bonds

In general, gross income does not include interest received on state or local bonds, including
a governmental advance refunding bond. A bond is classified as an advance refunding bond if it is
issued more than 90 days before the redemption or call date of the refunded bond. Governmental
bonds generally can be advance refunded only one time for the advance refund to be tax exempt.
Interest received on state or local bonds issued to advance refund another bond is no longer exempt
from tax under the Act. This provision first applies to advance refunding bonds issued after
December 31, 2017. It is estimated that state adoption of this provision would increase tax
revenues by $4.8 million in 2018-19.

Modify Limit on Deduction for Highly Paid Individuals

Salaries, wages, and other forms of remuneration to officers of a business are deductible.
However, deductible compensation expenses in the case of a "publicly held corporation™ are
limited to no more than $1 million per year for each "covered employee." A covered employee
generally means the principal executive officer and the three most highly compensated officers as
of the last day of the tax year (four covered employees). Certain types of remuneration are not
included when calculating the deduction limit. The Act generally expands applicability of the $1
million deduction limit by:

a. Expanding the definition of a publicly held corporation to include all domestic
publicly traded corporations, including large private C corporations or S corporations that are not
publicly traded,

b.  Including remuneration paid on a commission basis and performance-based
compensation;

C. Expanding the definition of a covered employee to also include the principal financial
officer, in addition to the principal executive officer and the three most highly compensated
officers (five covered employees);

d. Including any individual that holds the position of principal executive officer or
principal financial officer at any time during the taxable year; and
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e. Requiring that an individual who is a covered employee, beginning in tax year 2017,
remains a covered employee subject to the $1 million deduction limit with respect to compensation
otherwise deductible in subsequent years, including years in which the individual is no longer
employed by the corporation and in years after the employee has died;

As a result, the number of covered employees under the Act may exceed five, and deferred
compensation paid to a covered employee, or the beneficiary of a covered employee, is subject to
the $1 million deduction limit. This provision is effective for taxable years beginning after
December 31, 2017. A transition rule applies that grandfathers written binding contracts in effect
on November 2, 2017. However, a contract is considered a new contract if it is renewed or if there
has been a material modification to its terms. It is estimated that state adoption of this provision
would increase tax revenues by $2.7 million in 2018-19.

Repeal of Small Life Insurance Company Deduction

Prior to 2018, under state and federal law, a small life insurance company with up to $500
million of assets was eligible for a deduction for up to 60% of the first $3 million of the company's
taxable income, subject to certain limitations. The Act repeals this deduction for taxable years
beginning after December 31, 2017. State adoption of this provision would result in a minimal
increase in tax revenues.

Adjustment for Change in Computing Life Insurance Reserves

In general, income or loss resulting from a change in the method of computing reserves of
life insurance companies must be included in taxable income ratably over a ten-year period. The
Act shortens the period over which such income or loss must be taken into account to a four-year
period for life insurance companies. This provision first applies to taxable years beginning after
December 31, 2017. It is estimated that state adoption of this provision would increase tax
revenues by $700,000 in 2018-19.

Distribution from a Policyholder Surplus Account

Any direct or indirect distribution to shareholders from an existing policyholders surplus
account of a stock life insurance company is subject to the corporate income or franchise tax under
state and federal law. Policyholder surplus accounts were permitted as a tax-deferred account for
life insurance companies under a three-phase system of taxation that existed from 1959 to 1983,
subject to tax once shareholder distributions were (and are) made. For taxable years after 1983, life
insurance companies could not enlarge a policyholder surplus account. Under state and federal law,
distributions to shareholders made in tax year 2017 were treated as made: (a) first, out of the
shareholders surplus account; (b) second, out of the policyholders surplus account; and (c) third,
out of other accounts.

The Act eliminates the rules imposing income tax on pre-1984 policyholder surplus

accounts. Instead, tax is imposed on the balance of the account as of December 31, 2017, and is
paid ratably over the eight taxable years beginning after that date. Life insurance company losses
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are not allowed to offset the amount of the policyholders surplus account balance subject to tax.
This provision applies to taxable years beginning after December 31, 1983. State adoption of this
provision would result in a minimal increase in tax revenues.

Computation of Life Insurance Reserves

In general, a life insurance company's gross income includes any net decrease in reserves
and deducts any net increase in reserves. Prior to 2018, life insurance reserves for any contract
were the greater of the net surrender value of the contract or the reserves determined under
federally prescribed rules. The Act generally limits the allowable deduction for additions to life
insurance reserves for any contract such that:

a. For any contract, other than variable contracts, the reserve amount is the greater of the
net surrender value of the contract or 92.81% of the amount determined using the tax reserve
method otherwise applicable to the contract as of the date the reserve is determined; and

b. For variable contracts, the reserve amount is the sum of: (a) the greater of the net
surrender value of the contract or the separate-account reserve amount under federal laws
governing variable contracts; plus (b) 92.81% of the excess (if any) of the amount determined
using the tax reserve method otherwise applicable to the contract as of the date of the reserve.

The amount of deductible reserves cannot exceed the amount which would be taken into
account in determining statutory reserves. The Act also prohibits double counting deductible
reserves under the general computation of income and under the computation of loss reserves. This
provision first applies to tax year 2018 and allows for a phase-in of these provisions ratably over
eight taxable years. It is estimated that state adoption of this provision would increase tax revenues
by $8.4 million in 2018-19.

Tax Reporting for Life Settlement Transactions

Transfer for Value Rules. Amounts received under a life insurance contract by reason of the
death of the insured are excluded from federal income tax. However, under transfer for value rules,
if a life insurance contract is sold or otherwise transferred for valuable consideration, the amount
paid by reason of death of the insured that is excludable from income is generally limited to not
more than the sum of the actual value of the consideration and the premiums or other amounts
subsequently paid by the transferee of the contract. Prior to 2018, exceptions to this limit applied
if: (a) the transferee's basis in the contract is determined, in whole or in part, by reference to the
transferor's basis in the contract; or (b) the transfer is to the insured, a partner of the insured, a
partnership in which the insured is a partner, or a corporation in which the insured is a shareholder
or officer. These exceptions no longer apply under the Act to the transfer of a life insurance
contract, or any interest in a life insurance contract, in a reportable policy sale (a portion of death
benefits ultimately payable could be included as income). This provision is effective for transfers
occurring after December 31, 2017.
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Basis Adjustment of Transfer. Under a ruling by the Internal Revenue Service, in the case of
a cash value life insurance contract, the insured's (seller's) basis is reduced by the cost of insurance
(expected mortality expenses and certain other costs), and the gain on the sale of the contract is
taxed as ordinary income, provided the amount would be recognized as ordinary income if the
contract was surrendered, and any excess amount is taxed as a long-term capital gain. The Act
reverses this ruling and specifies that no adjustment can be made for cost of insurance in
determining the basis of a life transfer or annuity contract. This clarification of the basis rules for
life insurance and annuity contracts is effective for transactions entered into after August 25, 2009.

Fiscal Estimate. It is estimated that state adoption of these provisions would result in a
minimal revenue increase over the 2017-19 biennium.

Modify Discounting Rules for Property and Casualty Companies

Property and casualty insurance companies can generally deduct additions to reserves for
losses and expenses incurred. To take into account the time value of money, discounting of unpaid
losses is required with separate discounting rates for each line of business. The discounts are
calculated using a prescribed interest rate based on the federal mid-term rate (mid-term AFR)
effective at the beginning of each month over the 60-month period preceding the calendar year for
which the determination is made. The U.S. Department of the Treasury (Treasury) determines the
discount period for each line of business every five years based on the historical loss payment
pattern aggregated for each line of business over an industry-wide basis. The Act modifies the
discounting rules that apply to additions to reserves for property and casualty insurance companies
as follows:

a. The interest rate is an annual rate for any calendar year, determined by Treasury,
based on the corporate bond yield curve (rather than the mid-term AFR) on investment grade
corporate bonds with varying maturities and that are in the top three quality levels available;

b. For certain businesses that discount reserves for losses paid over a period of more than
ten years, the maximum extension beyond the ten-year period following the accident is 14 years,
rather than five years; and

c. A taxpayer must discount reserves using the industry-wide payment pattern. Prior to
the Act, a taxpayer could elect to discount additions to reserves using its own historical loss
payment pattern.

These provisions generally apply to taxable years beginning after December 31, 2017, with a
transition rule and eight-year ratable adjustment period for unpaid losses, and expenses upaid, prior
to tax year 2018. It is estimated that state adoption of this provision would increase tax revenues by
$6.4 million in 2018-19.
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Proration Rules for Property and Casualty Insurance Companies

For a property and casualty insurance company, the deductible portion of its reserve for
losses incurred is calculated by reducing the amount of losses incurred by an amount equal to 15%
of: (a) the insurer's tax-exempt interest; (b) the deductible portion of dividends received; and (c)
increases in the cash value of life insurance endowment or annuity contracts the company owns.
The proration reflects that reserves are generally funded in part from tax-exempt interest,
deductible dividends, and other untaxed amounts. The Act replaces the aforementioned reduction
percentage with a reduction equal to 5.25% divided by the top federal corporate tax rate. For tax
year 2018, the top federal corporate tax rate is 21%, resulting in a percentage reduction equal to
25% (rather than 15%). This provision applies to taxable years beginning after December 31, 2017.
It is estimated that state adoption of this provision would increase tax revenues by $1.0 million in
2018-19.

Treatment of Gains on the Sale of a Partnership Interest

In general, the gain or loss from the sale or exchange of a partnership interest is treated as a
gain or loss from the sale of a capital asset subject to capital gains tax. Under a 1991 revenue
ruling, the Internal Revenue Service applied the asset-use test and business activities test at the
partnership level to determine the extent to which the consideration derived from the sale or
exchange of a partnership interest by a nonresident alien or foreign corporation is subject to a
withholding tax of 10% on the amount of any gain realized on the transfer. However, pursuant to a
2017 tax court case, the gain or loss on the sale or exchange by a foreign person of an interest in a
partnership that is engaged in a U.S. trade or business is treated as foreign-sourced income and not
subject to the withholding tax.

The Act effectively reverses the 2017 tax court ruling and specifies that the gain or loss from
the sale or exchange of a partnership interest is effectively connected with a U.S. trade or business
as if the transferor had sold all of its assets at fair market value, effective for sales, exchanges, and
dispositions on or after November 27, 2017. Any gain or loss must be determined as if the
hypothetical asset sale by the partnership had occurred. The transferee of a partnership interest,
including a broker acting as agent of the transferee, must deduct and withhold 10% of any gain
realized on the disposition, for sales or exchanges of partnership interests after December 31, 2017.
The withholding tax does not apply if the transferor certifies that the transferor is not a nonresident
alien individual or foreign corporation. State adoption of this provision is estimated to increase tax
revenues by $800,000 in 2018-19.

Substantial Built-In Loss for Purposes of Partnership Loss Transfers

A partnership must adjust the basis of partnership property following the transfer of a
partnership interest if the partnership has a "substantial built-in loss" (the partnership's adjusted
basis in its property exceeds fair market value by at least $250,000). The Act expands the
definition of a "built-in loss™ to also exist in a partnership if the transferee would be allocated a net
loss in excess of $250,000 under the hypothetical disposition of all of the partnership's assets. As a
result, a partnership must adjust its basis if a built-in loss exists at either the partnership level or the
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partner level under a hypothetical transfer. This provision applies to transfers of partnership
interests after December 31, 2017. State adoption of this provision would result in a minimal
increase in tax revenues during the 2017-19 biennium.

Treatment of Charitable Contributions and Foreign Taxes for a Partner's Share of Loss

In general, a partner's basis in a partnership interest is decreased by, but not by more than,
the distributions by the partnership of its distributive share of partnership losses. However,
Treasury regulations do not take into account the partner's share of partnership charitable
contributions and foreign taxes paid or accrued in applying the basis limitation on partner losses.
The Act reverses the Treasury regulations on taxes paid or accrued to a foreign country or
possession of the United States and for charitable contributions paid by the partnership. As a result,
the partner's basis in a partnership interest is reduced by the partner's distributive share of the
adjusted basis of the taxes paid or property contributed. This provision applies to partnership
taxable years beginning after December 31, 2017. State adoption of this provision is estimated to
increase tax revenues by $500,000 in 2018-19.

Modify Treatment of Gains on Partnership Profits Interest (Carried Interest) Held in
Connection with the Performance of Services

In general, a profits interest in a partnership is the right to receive future profits in a
partnership, but does not include any right to receive money or other property upon immediate
liquidation of the partnership. A taxpayer is generally required to recognize income from the
transfer of property in connection with the performance of a service in the taxable year in which
the property is first vested (transferred and not subject to substantial risk). The disposition of such
property is generally taxed as a capital gain, rather than ordinary income, if the property is held for
more than one year. The Act makes the following changes to the income tax treatment for the
acquisition of a profits interest in a partnership:

a. Define ™applicable partnership interest” to mean any interest in a partnership,
excluding an interest that includes the right to share in capital held by the partnership upon
liquidation of the partnership, or any interest held by a corporation, that is transferred to the
taxpayer in connection with performance of service in any applicable trade or business, regardless
of whether the service provider also made contributions to the partnership;

b. Require a person to hold an "applicable partnership interest” for three years, rather
than one year, for the gain realized on the disposition of that interest to be taxed as a capital gain,
rather than as ordinary income, regardless of whether the person elected to recognize the transfer as
income prior to the applicable partnership interest being substantially nonvested; and

C. Require that, if a person transfers any applicable partnership interest to a person
related to the taxpayer, the taxpayer must include as a short term capital gain any gain attributable
to the sale or exchange of an asset that is held for less than three years (rather than one-year). A
person related to the taxpayer includes either a family member or a colleague who performed a
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service within the current or preceding three years in any applicable trade or business in which, or
for which, the taxpayer performed the service.

This provision does not apply under certain circumstances to income or gain attributed to
any asset that is not held for portfolio investment on behalf of third party investors. This provision
applies to taxable years beginning after December 31, 2017. State adoption of this provision is
estimated to increase tax revenues by $1.4 million in 2018-19.

Separate Computation of Each Trade or Business Activity Under the Unrelated Business
Income Tax (UBIT)

Tax-exempt organizations may be subject to UBIT for certain income not associated with
the organization's tax-exempt function. Tax-exempt organizations subject to UBIT generally
include: (a) organizations under Section 501(a), including most 501(c) organizations; (b) qualified
pension, profit-sharing, and stock bonus plans and (c) certain state colleges and universities. An
exempt organization may take a specific deduction of $1,000 for each unrelated trade or business
(in addition to other normal operating expenditures), but the specific deduction cannot create a net
operating loss (NOL) to be carried back or forward to another taxable year. A tax-exempt
organization that operates multiple unrelated trades or businesses must aggregate its income and
deductions and, as a result, the specific deduction of $1,000 that is deductible for one unrelated
trade or business may be used to offset taxable income from another, thereby reducing the
organization's aggregate UBIT liability.

The Act requires a tax-exempt organization with more than one trade or business to first
compute income subject to UBIT separately for each trade or business without regard to the
specific deduction, and the specific deduction may only be used to offset that trade or business's
UBIT liability. An NOL deduction is allowed only with respect to the trade or business from which
the loss arose. As a result, the specific deduction cannot be used by an organization to offset
income from a different unrelated trade or business for the same tax year. However, an
organization may carry forward the NOL arising from the specific deduction to offset income from
that specific unrelated trade or business in future tax years.

This provision is effective for taxable years beginning after December 31, 2017. Under a
special transition rule, an NOL carried forward from taxable years beginning before January 1,
2018, is not subject to this provision. It is estimated that state adoption of this provision would
increase tax revenues by $1.7 million in 2018-19.

Tax Treatment of Alaska Native Corporations and Settlement Trusts
The Act modifies the income tax treatment of certain payments and transfers made under the
Alaska Native Claims Settlement Act. The provision generally applies for taxable years beginning

after December 31, 2016. State adoption of this provision would result in a minimal reduction in
tax revenues.
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Small Business Trusts

An electing small business trust (ESBT) may be a shareholder of an S corporation. However,
a nonresident alien individual could not be either the shareholder of an S corporation or a potential
current beneficiary of an ESBT prior to 2018. The portion of an ESBT that consists of an S
corporation's stock is treated as a separate trust and its earnings are taxed at the highest rate of tax
imposed on individuals, but income is not taxed to the beneficiaries of the ESBT. Because an
ESBT is a trust, charitable contributions are deducted from gross income without limitation.
However, deductible charitable contributions that would reduce taxable income below $0 could not
be carried forward.

The Act permits a nonresident alien individual to be a potential current beneficiary of an
ESBT, beginning January 1, 2018. The Act provides that charitable contributions of an ESBT may
be deducted under rules governing individuals, rather than trusts, beginning with taxable years
after December 31, 2017, and the percentage limitations and carryforward provisions that apply to
individuals also apply to ESBTSs. State adoption of this provision is estimated to result in a minimal
reduction in tax revenues.

Deny Deduction for Sexual Harassment Settlements

In general, a deduction is allowed for ordinary and necessary expenses paid or incurred in
carrying on any trade or business, with certain exceptions. Under the Act, no deduction is allowed
for any settlement, payout, or attorney fees related to sexual harassment or sexual abuse if such
payments are subject to a nondisclosure agreement. This provision is effective for amounts paid or
incurred after the date of enactment. State adoption of this provision would result in a minimal
increase in tax revenues.

Disallowed Deduction for Fines and Penalties

Fines or penalties paid to a government for the violation of any law cannot be deducted for
state or federal income tax purposes. Under the Act, amounts also cannot be deducted if paid or
incurred, whether by suit, agreement, or otherwise, to or at the direction of a government or
specified nongovernmental entity in relation to any violated law. Expenses cannot be deducted if
paid or incurred for the investigation into the potential violation of a law. However, restitution,
including remediation of property, that is paid to come into compliance with a violated law, but not
including reimbursement of a government investigation or litigation cost, is a deductible expense if
a government is a complainant or investigator with respect to such violation. Any restitution
payment for failure to pay any tax is only deductible to the extent the tax would have been
deductible if timely paid. Reporting requirements apply for amounts required to be paid in a court
order or agreement of $600 or more. This provision applies to amounts paid or incurred after the
day of enactment, except for amounts paid or incurred under a binding order or agreement entered
into before that date. State adoption of this provision would result in a minimal increase in tax
revenues.
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Repeal Deduction for Local Lobbying Expenses

In general, a deduction is not allowed for expenses paid or incurred in connection with
lobbying and political activities, unless such expenditures are "in-house" and less than a de
minimis threshold ($2,000). However, an exception applied to certain expenses incurred in
carrying on a trade or business with respect to local legislation (including tribal legislation), such
as appearing before a local body and directly communicating with a local council or body for
which the taxpayer has a direct interest. The Act repeals this exception for amounts paid or
incurred after the date of enactment. State adoption of this provision would result in a minimal
increase in tax revenues.

Modify Treatment of Contributions to Capital

Gross income generally does not include any contribution to capital. The Act excludes from
the definition of contribution to capital and, instead, includes in gross income: (a) any contribution
made in aid of construction or any other contribution as a customer or potential customer; and (b)
any contribution made by any governmental entity or civic group. The provision applies to
contributions made after the date of enactment. However, the provision does not apply to any
contribution made after the date of enactment by a governmental entity pursuant to a master
development plan that has been approved prior to such date by a governmental entity. It is
estimated that state adoption of this provision would increase tax revenues by $1.0 million in 2018-
19.

DISASTER TAX RELIEF AND AIRPORT AND AIRWAY EXTENSION ACT

Title V of the Disaster Tax Relief and Airport and Airway Extension Act (the Act) provides
relief to individuals and businesses affected by Hurricanes Harvey, Irma, and Maria. The
provisions are limited to individuals, businesses, and property in a presidentially-declared disaster
zone or disaster area resulting from the three hurricanes. One of the Act's provisions creates a tax
credit for employers affected by the hurricanes and does not affect the definition of federal AGI.
Several other provisions modify that definition and could affect state tax collections if adopted.
However, the provisions are targeted to individuals in the hurricane disaster areas and would not
likely have a measurable effect on state tax collections.

Deduction for Casualty Loss

The IRC allows individuals to claim an itemized deduction for a casualty loss, subject to
limitations. The loss must exceed $100, and the deduction is limited to the amount of the loss,
minus $100, exceeding 10% of the taxpayer's AGI. The Act allows taxpayers who suffer a loss or
property in a hurricane disaster area caused by one of the hurricanes to deduct the amount of the
loss exceeding $500, without regard to the 10% of AGI limitation. In addition, the deduction may
be claimed by taxpayers using the standard deduction, as well as by those who itemize their
deductions. These provisions apply to losses that occurred on or after the dates of the hurricanes
and apply in tax year 2017. Casualty losses incurred in a presidentially declared disaster area may
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be claimed under Wisconsin's itemized deduction credit. Adopting this provision would have a
minimal effect on state individual income tax collections.

Charitable Contributions

Charitable contributions are claimed as an itemized deduction for federal tax purposes.
Contributions that may be deducted are limited to a percentage of the taxpayer's federal AGI based
on the form that the contribution takes (cash versus property). Also, for tax year 2017, itemized
deductions are subject to phaseout for high-income taxpayers. Corporations can deduct
contributions of up to 10% of their taxable income. The Act allows the deduction of certain
contributions of up to 100% of AGI with no phaseout for high-income taxpayers and contributions
of up to 100% of a corporation's taxable income. The contribution must have been made between
August 23, 2017, and December 31, 2017, to a charitable organization for relief efforts in one of
the three hurricane disaster areas. Contributions in excess of the 100% limits can be carried
forward for five years. Charitable contributions may be claimed under Wisconsin's itemized
deduction credit. Adopting this provision would have a minimal effect on state individual income
tax collections. A minimal reduction in corporate income and franchise taxes could also occur.

Early Distributions from Retirement Plans

The Act waives the 10% additional tax on certain early distributions from retirement plans
made on or after August 23, 2017, and before January 1, 2019. Distributions up to $100,000 are
eligible, provided the individual's principal place of residence was in a hurricane disaster area, and
the individual sustained an economic loss due to the hurricane(s). Taxpayers receiving distributions
may repay the distribution by making contributions to a retirement account within three years to
qualify for rollover treatment. Otherwise, the distribution is included in income ratably over three
years. Also, the Act permits individuals to recontribute funds to retirement plans if the funds were
distributed for a home purchase in a hurricane disaster area and the purchase was cancelled on
account of one of the hurricanes. With regard to loans from retirement plans, the Act increases the
loan limit from $50,000 to $100,000 and delays the repayment deadline by one year. These
provisions took effect upon enactment and apply in tax year 2017. Adopting these provisions could
reduce state tax collections by a minimal amount.

Earned Income and Child Tax Credits

These credits are based on the claimant's income. The Act allows claimants whose principal
residence was in one of the three hurricane disaster areas and who were displaced by one of the
hurricanes to use their 2016 income to claim their earned income or child tax credits in tax year
2017, if that income is higher than their 2017 income. Wisconsin already follows the federal
treatment for purposes of the state EITC. The child tax credit provisions would not affect state tax
collections.
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SUMMARY OF FISCAL EFFECT

The Attachment shows the estimated state fiscal effects of adopting the provisions described
above for state tax purposes in state fiscal years 2018-19 through 2026-27. As noted, the fiscal
impacts of the provisions that will automatically be adopted for state tax purposes have been
incorporated into our January 17, 2018, revenue estimates.

Prepared by: Rob Reinhardt, Rick Olin, and Sean Moran
Attachment
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ATTACHMENT

Estimated Effects on State Tax Collections of Adopting Federal Tax Provisions Enacted in 2017

Automatically Adopted™

Section 179 Expensing - includes Depreciation Limits on Luxury Automobiles and

Personal Use Property
Alternative Minimum Tax Exemption Amounts
Supplement to Federal Historic Rehabilitation Tax Credits
Technical Termination of Partnerships

SUBTOTAL

Other Provisions Affecting Individuals and Families
Itemized Deductions
Charitable Deduction Related to College Athletic Event Seating Rights and
Exception for Donee Acknowledgement of Contributions
Moving Expense Reimbursement Exclusion
Moving Expense Deduction
College Savings Accounts
Presidentially-Declared 2016 Disaster Areas
Treatment of Qualified Equity Grants
Gains on Opportunity Zone Investments
SUBTOTAL

Other Provisions Affecting Businesses

Deduction for Pass-Through Business Income

Loss Limitation for Pass-Through Taxpayers

Bonus Depreciation

Depreciation of Certain Farm Property

Applicable Recovery Period for Real Property

Amortization of Research Expenses

Capitalization of Insurance Company Policy Acquisition Expenses
Simplified Accounting for Small Businesses

Accounting Rules for Accrual Method Taxpayers

Conversion of a S Corporation to a C Corporation

Limit Interest Deduction to 30% of Adjusted Taxable Income
Repeal Like-Kind Exchanges for Tangible Personal Property
Limitation on Deduction for Employers of Fringe Benefit Expenses
- Meals and Entertainment Expenses

- Qualified Transportation Fringe Benefits

Repeal Rollover of Publicly Traded Securities Gain into Certain Companies
Treatment of Self-Created Property

Deduction for FDIC Premiums

Repeal Exclusion for Interest on Advance Refunding Bonds

(In Millions)
2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 2024-25 2025-26 2026-27
-$47.6 -$22.9 -$13.8 -$10.0 -$7.5 -$5.2 -$4.3 -$4.2 -$4.2
-2.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.1 1.3 4.0 6.4 8.0 7.2 5.4 3.6 1.8
1.4 0.5 0.5 0.9 0.9 0.9 0.9 0.9 0.9
-$48.9 -$21.1 -$9.3 -$2.7 $1.4 $2.9 $2.0 $0.3 -$1.5
-$10.9 -$3.4 -$2.9 -$2.5 -$1.9 -$1.5 -$0.9 -$0.4 $0.2
14 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8
6.4 3.8 3.8 3.8 3.8 3.8 45 13 0.0
8.9 5.8 5.8 6.4 6.4 6.4 7.0 1.9 0.0
Minimal Minimal Minimal Minimal -0.6 -0.6 -0.6 -0.6 -0.6
-2.8 Minimal Minimal Minimal Minimal Minimal Minimal Minimal Minimal
-1.6 -0.9 -0.9 -0.5 Minimal Minimal Minimal Minimal Minimal
-10.0 -6.6 -6.8 -6.6 -6.2 -6.1 -6.4 22.9 16.3
-$8.6 -$0.5 -$0.2 $1.4 $2.3 $2.8 $4.4 $25.9 $16.7
-$242.5 -$161.8 -$168.0 -$171.2 -$169.3 -$173.9 -$172.5 -$78.5 -$6.2
83.3 55.8 58.4 61.0 63.6 66.1 62.9 30.1 4.2
-241.1 -110.1 -67.9 -49.8 -25.8 13.8 35.1 49.3 54.6
Minimal Minimal -0.3 -0.7 -1.0 -0.8 -0.5 Minimal Minimal
-0.7 -0.9 -1.3 -1.7 -2.3 -2.3 -2.4 -3.1 -2.4
0.0 0.0 0.0 65.5 110.9 100.0 74.6 47.9 27.3
15 2.1 2.6 2.7 3.0 3.4 35 3.7 41
-53.4 -17.6 -9.7 -7.3 -6.3 -6.4 -6.8 -6.9 -7.1
9.8 8.3 8.6 5.9 3.7 3.3 2.4 1.6 1.4
-3.1 -2.1 -2.2 -2.2 -2.2 -2.2 -2.4 -2.5 -25
78.2 69.3 70.8 85.1 104.3 107.4 112.8 122.7 131.2
4.2 4.3 5.7 7.5 9.9 12.9 16.2 19.9 24.7
11.7 8.0 8.2 8.3 8.5 8.6 8.9 9.9 10.1
8.7 6.0 6.1 6.4 6.5 6.8 6.9 7.1 7.2
1.0 0.8 0.8 0.8 0.5 0.4 0.4 0.4 0.4
0.3 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4
6.2 5.8 5.8 5.8 6.1 6.1 6.1 6.4 6.5
4.8 51 6.2 7.4 8.0 8.1 8.4 8.5 8.5



2018-19 2019-20  2020-21  2021-22 2022-23  2023-24  2024-25  2025-26  2026-27

Other Provisions Affecting Businesses (continued)
Modify Limit on Deduction for Highly Paid Individuals $2.7 $3.6 $3.6 $3.6 $3.6 $3.6 $3.6 $3.6 $3.9
Adjustment for Change in Computing Life Insurance Reserves 0.7 04 0.4 0.4 0.4 0.4 04 0.4 04
Computation of Life Insurance Reserves 8.4 6.5 6.5 6.8 6.9 6.9 7.2 53 2.9
Modify Discounting Rules for Property and Casualty Companies 6.4 6.9 6.9 6.9 6.9 6.6 5.7 3.1 14
Proration Rules for Property and Casualty Insurance Companies 1.0 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8
Treatment of Gains on the Sale of a Partnership Interest 0.8 13 13 18 22 2.2 2.2 2.2 2.6
Substantial Built-In Loss for Purposes of Partnership Loss Transfers Minimal 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5
Treatment of Charitable Contributions and Foreign Taxes for a Partner's Share of Loss 0.5 0.5 0.5 0.5 0.5 0.5 0.8 0.8 0.8
Modify Treatment of Gains on Partnership Profits Interest Held in Connection

with the Performance of Services 14 0.5 0.4 04 0.4 0.4 0.4 0.4 0.4
Separate Computation of Each Trade or Business Activity Under the Unrelated

Business Income Tax 1.7 1.2 1.2 14 15 15 15 15 15
Modify Treatment of Contributions to Capital 1.0 1.2 2.3 3.4 3.6 3.4 3.0 2.6 2.3

SUBTOTAL -$306.5 -$103.2 -$51.4 $50.4 $145.8 $178.5 $180.1 $238.1 $279.9
TOTAL -$364.0 -$124.8 -$60.9 $49.1 $149.5 $184.2 $186.5 $264.3 $295.1

TOTAL LESS AUTOMATICALLY ADOPTED * -315.1 -103.7 -51.6 51.8 148.1 181.3 1845 264.0 296.6

* The impacts of the provisions that will automatically be adopted for state tax purposes have been incorporated into the revised revenue estimates released by this office on January 17, 2018.



